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Reference: 60051 REG09/10 


Dear Sir 

e^‘epoirt of the Auditor-General on the financial statements and other Segal and regulatory 

yecjuirements of Aganang Local Municipality for the year ended 30 June 2010 

. 1 he above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21 (1 ) of the Public Audit Act of South Africa read in conjunction with section 1 88 of the 
Constitution of the Republic of South Africa [section 121(3) of the Municipal Finance 
Management Act of South Africa (MFMA). 

2. We have not yet received the other information that will be included in the annual report with 
the audited financial statements and have thus not been able to establish whether there are 
any inconsistencies between this information and the audited financial statements and the 
reported performance against pre-determined objectives. You are requested to supply this 
information as soon as possible. Once this information is received it will be read and should 
any inconsistencies be identified these will be communicated to you and you will be 
requested to make the necessary corrections. Should the corrections not be made we will 
amend and reissue the audit report. 

m terms of section 121(3) you are required to include the audit report in the municipality’s 
annual report to be tabled. 

4. Until the annual report is tabled as required by section 127(2) of the MFMA. the audit report 
is not a public document and should therefore be treated as confidential. 

B, Prior to printing or copying the annual report which will include the audit report you are 
required to do the following: 

9 Submit the final printer’s proof of the annual report to the relevant senior manager of the 
Auditor-General of South Africa for verification of the audit-related references in the audit 
report and for confimiation that the financial statements and other information are those 
documents that have been read and audited. Special care should be taken with the page 
references in your report, since an incorrect reference could have audit implications. 

3 The signature Auditor-General in the handwriting of the auditor authorised to sign the 
audit report at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as well as the place and date of signing and 
the Auditor-General of South Africa’s logo, should appear at the end of the report, as in 



the hard copy that is provided to you. The official logo will be made available to you in 
electronic format. 

S- Please notify the undersigned Senior Manager well in advance of the date on which the 
annual report containing this audit report will be tabled. 

7 . Your cooperation to ensure that all these requirements are met would be much appreciated. 
Kindly acknowledge receipt of this letter. 

Yours sincerely 



Enquiries: Natashia Suknanan 
Teiephone: (015)299 4400 
Fax: (015)299 4765 



AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON AGANANG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

jjitroductlon 

1 . ! was engaged to audit the accompanying financial statements of the Aganang 
Municipality, which comprise the statement of financial position as at 30 June'2010, and 
the statement of financial performance, statement of changes in net assets and cash fiow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages XXX to XXX 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Municipal 
Finance Management Act of South Africa (Act No. 56 of 2003) (MFMA). This responsibility 
includes; designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error; selecting and applying appropriate 
accounting policies; and making accounting estimates that are reasonable in the 
circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa and section 4 of the Public 
Audit Act of South Africa, 2004 (Act No. 25 of 2004), my responsibility is to express an 
opinion on the financial statements based on conducting the audit in accordance with the 
international Standards on Auditing and General Notice 1570 of 2009, issued in 
Government Gazette No. 32758 of 27 November 2009. Because of the matters described 
In the basis for disclaimer of opinion paragraphs, however, I was not able to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer 

i^irianciai statements 

4. In the table below, differences were noted between the financial statements and the 
general ledger. The municipality did not reconcile these differences between the financial 
statements and the underlying accounting records. The impact on the balances is 
reflected In the table. I could not determine the effect on the other account balances or 
classes of transactions contained in the financial statements. 


Description 

Amended Annual 
Financial 
Statements 

R 

General Ledger 

R 

Overstatement/ 

(Understatement) 

R 

Totai Revenue 

69 806 351 

70 889 165 

(1 082 834) 

\ Totai Expenditure 

62 726 066 

57 880 703 

4 845 362 

I 

Net surplus 

6 740 933 

13 347 834 

(6 60S 901) 

Government Grant Reserve 

_ 

5 683 203 

{5 683 203) 

Other reserves 

- 

5 379 565 

{5 379 565) 
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Description 

Amended Annual 
Financial 
Statements 

R 

General Ledger 

R 

Overstatement/ 

(Understatement) 

R 

Accumulated surplus 

51 819 301 

40 563132 

11 256 168 

Provision forbad debt -other 

213 971 


213 971 

Provision for bad debt - consumer 

6 811 633 


6 811 833 

i Property, plant and equipment 

50 648 804 

49 713616 

1 232 467 

\ 

intangible assets 

297 280 

Payments received in advance 

45 711 

137 293 

(91 582) 

i Finance lease liability 

419214 

- 

419214 


-siif.isi!rnals 

5. The municipality could not provide sufficient appropriate audit evidence to support journal 
entries amounting to R6 465 513 that were processed in the accounting records during the 
year. 

There was no system of control over journals on which I could rely for the purpose of my 
audit. There were also no satisfactory audit procedures that I could perform to obtain 
reasonable assurance that all journals have been properly recorded. Consequently, I was 
unable to satisfy myself as to the validity, completeness and accuracy of the accounting 
records relating to journals and the effect on the account balances or classes of transactions 
contained in the financial statements. 

L^rovision for bad debts 

S. The provision for bad debts amounting to R6 811 833 and R213 971 disclosed in note three 
and four to the financial statements respectively could not be recomputed based on the 
assumptions and estimates provided by management for the calculation of the provision. 
Therefore I was unable to verify the completeness and valuation of the provision for bad 
debts. Furthermore, these amounts disclosed in the financial statements could not be traced 
to the accounting records of the municipality for entry thereof. 

L^s.evenue 

7. My audit revealed properties that were not recorded In the valuation roll of the municipality. 
Furthermore, the valuation roll from which property rates is being levied on is incomplete. 
Consequently, I could not satisfy myself as to the completeness of rates revenue of 
R6 385 268 (2009: R6 746 598). 

3. A journal for the amount of R1 454 707 was processed against the ‘operating grants and 
subsidies: Capricorn District Municipality’ (CDM) account. However, no supporting 
documents were available to substantiate this journal. I was, therefore, unable to verify the 
accuracy of grants and subsidies. 

9. Operating and capital grants amounting to R2 375 230 and R2 000 000 respectively, 
disclosed in note 1 1 to the financial statements as operating and capital grants received 
from CDM do not agree to R5 829 937 disclosed under note 11.5 representing current year 
receipts from CDM resulting in a difference of R 1 454 707. 

10. Corresponding figure for government grants and subsidies have been restated by 

R1 484 130 in order to address a prior year misstatement. No supporting documentation 
was available for the restatement. Consequently. I was unable to obtain sufficient 
appropriate audit evidence to satisfy myself as to the occurrence, completeness and 



a^^uracy of the corresponding figures for government grants and subsidies. Furthermore as 
per the requirements of SA Standards of GRAP 3, Accounting Policies, Changes in 
.-.ccQunhng Estimates and Errors, the municipality should disclose the amount of the 
correction at the beginning of the earliest prior period presented, however the error was only 
corrected for the current and prior year figures. In addition, a note relating to correction of 
pno^period errors has not been disclosed in the annual financial statements, as required by 


pTQperty, plant and equipment (PPE) 

■ ■■ incorrectly calculated resulting in a misstatement of R1 843 

As a consequence. PPE has been understated by R1 843 800. Due to the issues 
qualined on in the proceeding paragraphs, the effect on the surplus cannot be determined 


12. The amount disclosed in the disclosure note for PPE (note 6 to the financial statements) 

ooto amount of PPE disclosed in the statement of financial position by 

R232 952. Furthermore, note 6 does not cast. ^ 

Q©nsumer debtors 


icj. Consumer debtors disclosed in note 3 to the financial statements has not been disclosed per 

ous omer classification as required by SA Standard of GRAP 1, Presentation of Financial 
statements. 


Ixpenditure 


14. included in repairs and maintenance is an amount of R2 051 487 relating to water services. 
:h^ IS contrary to section 84(1)(b) of the Municipal Structures Act. as the function of 

£? pf municipality. Expenditure is therefore, overstated 

oy H2 051 487 and accumulated surplus understated by the same amount. 


e 5. corresponding figure for general expenses have been restated by R1 484 130 in order to 
address a prior year misstatement. No supporting documentation was available for the 
:estatement Consequently, I was unable to obtain sufficient appropriate audit evidence to 
satisfy myself as to the occurrence, completeness and accuracy for the correspondinq 

as per the requirements of SA Standards of 
Changes in Accounting Estimates and Errors, the municipaiitv 
snoula disclose the amount of the correction at the beginning of the earliest prior period 
p.resented, however the error was only corrected for the current and prior year figures In 
aadition. a note relating to correction of prior period errors has not been disclosed in the 
annual financial statements, as required by the Standards. 


ruiiOess and wasteful expenditure 

j he disclosure of fruitless and wasteful expenditure amounting to R61 1 58 which was 
mcurred omitted from the financial statements. This is contrary 

;0 section 125(2)(d) of the MFMA, which requires disclosure of fruitless and wasteful 
expenditure In the annual financial statements 


irregular expenditure 

17. The disclosure of irregular expenditure of .R746 374 which was incurred during the financial 
year was omitted from the financial statements. This is contrary to section 125{2)(d) of the 



MFMA, which requires disclosure of unauthorised expenditure in the annual financial 
statements. 

lasis for disclaimer 

18. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs. 1 have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 

Additional matters 

; araw attention to the matter below. Wly opinion is not modified in respect of these matters: 


^ciaudlted supplementary schedules 

13. The supplementary information set out on pages XXX to XXX does not form part of the 
"inancial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREiVIENTS 

2G. In tenns of the PAA of South Africa and General notice 1570 of 2009. issued in 

Government Gazette No. 32758 of 27 November 2009, I include below my findings on the 
report on predetermined objectives, compliance with the MFMA and financial 
.management (internal control). 

FSsidmgs 

Predetermined objectives 

21. Material findings on the report on predetermined objectives, as set out on pages XXX to 
XXX, are reported below: 

L^on>compliance with regulatory and reporting requirements 

iMxistence and functioning of a perfo/Tnance audit committee 

22 . The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, as required by 
regulation 14(2) of the Municipal Planning and Performance Management Regulations 
2001 . 

firdemal auditing of performance measurements 

23 . The municipality did not develop and implement mechanisms, systems and processes for 
auditing the results of performance measurement as part of its internal audit processes, as 
required in terms of section 45 of the MSA. 

Compliance with laws and regulations 

[^rMA 

The audit committee did not fulfil its responsibilities 

24 . Contrary to the requirements of section 166(2) of the MFMA, the audit committee did not 
adequately fulfil their responsibilities. 



interna! audit did not fulfit its responsibilities 

25. Contrary to section 165(2) of the MFMA, the internal audit function did not adequately fulfil 
its responsibilities. 

Expenditure was not paid within the parameters set by the applicable legislation 

26. Contrary to the requirements of section 65 of the MFMA, not all expenditure was paid 
within 30 days from the receipt of invoice. 

Expenditure was incurred in contravendon of or not in accordance with applicable 
legislation resulting in fruitless and wasteful expenditure 

27. Contrary to the requirements of section 15 of the MFMA, the municipality has Incurred 
unauthorised expenditure. 

Expenditure v/as incurred in contravendon of or not in accordance v/ith applicable 
legisladon resuldng in irregular expenditure 

28. Expenditure was Incurred in contravention of section 1 of the MFMA resulting in irregular 
expenditure. 

The financial statements were not prepared in accordance with applicable legislation 

29. Contrary to section 122(1) of the MFMA. the annual financial statements submitted for audit 
were not fairly presented. 


INTERNAL CONTROL 

30. I considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the MFMA and MSA, but not for 
the purpose of expressing an opinion on the effectiveness of internal control. 

31 . The matters reported below are limited to the significant deficiencies regarding the basis 
for disclaimer of opinion paragraph, the findings on the report on predetermined objectives 
and the findings on compliance with laws and regulations. 

e Leadership 

Oversight responsibility 

The accounting officer does not exercise oversight responsibility over reporting and 
compliance with laws and regulations and internal control. 

e Financial and performance management 

Quality, reliable monthly financial statements 

The financial statements were subject to material amendments resulting from the audit. 

o Governance 

Risk identification and management 

internal control deficiencies are not identified and communicated in a timely manner to 
allow for corrective action to be taken. 

Internal audit that inspects the adequacy and implementation of internal control 

Internal audit did not adequately fulfil its responsibilities as set out in legislation and in 
accordance with accepted best practice and standards. 



Audit committee that promotes independent accountability and service delivery 

The audit committee did not adequately fulfil its responsibilities as set out in legislation 
and in accordance with accepted best practice. 


/T; 

rU 



roiokwane 


30 Movember 2010 



AUDJTOR-OENERAL 

SOUTH AFRICA 


Audiling lo build public confidence 



